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HOWA STATE COMMERCE COMMISSION |

IN THE MATTER OF: 1

JOWALLUINDIS GAS AND BOCKET NO, U-363 L
ELECTRIC COMPANY :

DECISICN AND ORDER
(Issuea Juma 21, 1973}

]
[

i

'

APPEARANCES: ’
EDWARD J. BAATMAN, 206 Zast Second Straet, Davenport, lowa; DONALD H. 3ITZ, 717 !
Davenpart Bank Building, Cavenport, .owa, aopsared for lowa-illinoks Gas and Elcetric Company.
PHILIP 8. WMALTER, Commarca Seilciter, 300 Fourth Stregt, Dos Moines. lowa, 50309, |
appearad for the Commission. . l

b PROCEDURE

This is 3 procoeding undar Chapter A00A, Tode of lowa, 1973, to determina the reasonablenass
and justness of ravised ratas for aiecyric and gas service filad with the Commission by lawa-lllingis

Gas and Eleclrlc Campany (Campany) on Acgust 30, 1371, Company Initialiy proposad o increase

t
}
its annual wectric revenue by 12.9% or 53,544,000 and its annual gas revenue by 10% or |
$3.550,000 Lased on operstions for the calendar yaar 1970, Company concurrently filed tostimony \
#nd Informalion to suppart Lhe procosal, ;

On September 27, 1971, Commisicn suspended the proposed incroases, inshituted an 2
investigatian of the proposed ratas, and srcerad that the rates be set for hearing. The Company |

piaced tha rovised ratas in efect under bond. subject to refund, on December 31, 1971,

I ‘ By stipulation on Cctober 13, 1372, tha partias agrasd: {1) to an squal allocation of the |

%
institutionat advartising sxpense betwesn 'he Company and ‘he public, ia., the cost of service
would be decreased by sne-haif of lhe claimed institutional expense, or by the after-tax amount of
$31,960; [2) that rate case oxpense 13 determined by the Commissian will be amartized over 1 thrae
year period in determining the acprapriate cost of service: {3) that at the and of the periad, the E
ravenua resutling fram the inciusion 'n axzess of sucsequent rate case expense will ba inciuded in 2

rosorve dccount and deducted from the rate base: and (4) that the demand allecation ratio shail be

57.7%, delsrmined by uliizing the averaga ratizs of 1969, 1970, and 1971,

‘ By slipulation on March 21, 1373, dala lor calendar year 1972 was made 3 part of the racard and

; 1972 was adopied as the test year; and it was agreed that the ultimate rates prescribed should ba in

two parts, the lirst effeetiva Dacermber 31, 1371, and the.socond subsaguent to Decemper 31, 1972.
Hearings commanced on June 9, 1877, and conciuded Dacamber 31, 1972. The City of Fort

Dodge. lowa, intervened thus becsming 3 party to the proceeding, but dld not actively participate

in the heartnga.

Il THE COMPANY

lowa-llinais Gas and Electric Campany is 3 public ulllity engaged in generating, transmitting,
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|
i
If we malke ng agjustment ‘n thg lockes.in zericd (1972) for the cold weather, noither Comn:\r\y{
!
n6r the consumer wau'ld orafit nor .ozte, |

1

!

Howmaver, if we apply the weaiher adjustment o the lecked«in period, a3 Company roquests. .

Campany will have luken in the sdditional $369.651, but lhe rales will be i 10 be fullyl;:
sompansalory wilthaut Lhase revenucs. [iemca, pussuant to Company's request. il woula roczive in .
the logked-in period, not only fully sampensatory rates pursuand (o ur order, but aisa $963,661 in |
wind{all prefits, We cannnt permit Lhis and, therelore, must cxciude the weather adjustmont from ‘
ilve tockad-in pering, :
V. RATEQF RETURM !
tn this proceeding Company assisicd us wilk ¥ great array of rate of return witnosses, Campany 3
Witnesses Hais, Mcharg, and Faster astificd that, predicaled upan comparizons witli the returns nn
poak value af allegad’y comparabie zompanies, 3 fair raly af return on Company's cquiby is 14%.
Compeany Witness Snow explained that Company requires 3 minimurm of 13.4% on cquity io

Vanderpoe! and Fastcr, togeiler wilh ‘he Stafl Witrcss, offered avidencs of qurrent invastors'

t

|

!

continue t0 issuc debt securitizs under 145 axisting indenture reslrictions. Company Witncssesl

|

+

‘ f

requirements in the market pase supperting 3 f1ange of the currant cost of squity capilai of [1.2%
ta 12.5%.

Wy cannot have Company't indeniurs reguitaments dictate our ultimala finding herzin, The

indenlure is a contrac! tatween Campany and s craditors. Campaay's indanture was tha most

restrictive Acrated utility indenture issued in (564, and the only ore which required two times
interest caverags 3fter taxes, One-gquartsr ot the gther indentures issued corttained no ecoverzne
restriciions whatsoover. In no way zan it t# 53id that Company had e aceapl torms anywhore as
casbrictive as those. Wno witl not pormit orivats zsontracts such as these to diclate cur ultimaia
findings.

Az we have found many Umes Bulyre, <smparable parnings on book valuc do not zid us in
determming the cost of qquity capital, Comparable zarnings on book value do not avidonts !
aliernative inveslinent oppertunities mar the opportunity cost of zapital. Earmed relurng, timply
becausa they are carned, are not thereby convarted nio fair raturns ner required returns.

Company Witness Fuster acknowledges that the 2irnings on book value ot Dis allcgediy

comparablfe companics arc greatar than the current cost of equity capital, but argues Lhat tha

Current cost of capilal docsn't inctude 3 2emponsatian for past iwfation and tharclore can oniy be
used with 2 presant vabug rale baje. We must calegorically rejoet this srgument. '

Az we uxplained in our discussion of fair value {suprs. pages 4, 5, and 10} if 3 wtility continuatty
*arns a return on equity caual Lo the current cost of squity spplied to an original cost rale base, it iy
fully compensated for an inflation pasl and pretent. Dr, Foster’s {astimony has tha concest

reversed. The current cost of capital cam sney ba apptied to an origingl cost rate baze. H we waere 1o

use 3 prasent valuc rate basa we would have 10 usc & return an equity of about 7.1/2%, witich is fae

lowar than the current cost of aquily.
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Company ana Cr, Tosler also argue that sinca silowing a return an aquily equal 1o the cuncm%
cost of equity toncs o producz 2 markat 2rice of it comman stock equat to the beok velug [or E
f more acturately he equity sharc of 2 net invesiment rate base), and since book vdlue is
. i uncompemated for nflatien, an inflaticn faclor should be added Lo the current cost of equily in
osrdar to aifow 2 hignar market prics, 1
Hare top. we must reiect Company's posiliun, The racord conclusively demonstrates that if 2 ‘
l utiiity earns a return on 2quity 2aual to the 225t of 2guily 335 delermined by 3 market tased mathod j
such ag discounted cash flow {DCFL, it follaws 21 2 maller of simple arithmelic (hat the wliiity 13 }

I automaticatly allowed an inilation compenastion n @t original cost rate basa, raie of return. and

baatke «duw. Thus, when rnarket price approxirnately equals beok value, Campany is fulty

1 compensated for past and oreyent inflation: and il we wera to allow marke?! price 4o rise aver ook !
J -vaiue to campansate ‘ot indlatien, this would aiso grant @ double compansation {er wnflatisn.

For the current cost of eguity czapital Or. Foster used bis version of DCF. Ip his OCF
computations, Qr. Faster utiizes Company's dividend yield plus the five-ycar grawth in Sook vafue

|| for the porieds ending in 1967, 1263, 1869, 1370 and 1971:

Five-Year Compound
i Arnuat Growth Rates

| Jdogak gty Dividend
Year Per Shars Yiald Tatal
1947 5.4 4.7 11.1%
1968 3.0 5.1 11.1
1959 5.4 5.7 111
1870 23 8.7 12.3
1971 3.5 8.9 1144

He 1aid, Lased an this data, thal the investars® capilalizalion {dividend yield plus growth} 15 11,75%.

Ho then found that marked prossure and financing required thal 7% be added to muarke! price, which

=quity to be 11.2% by measuring tha dividend yield (adjusted for market pressure snd financing)

pius five and lon year least syuares samings growth for 1867 thraugh 1971, Mr. Armkngch! then

|

|

)

would produce a coit af 2quity of 12.5% }

| Staft Witness Armhknechy aiso appited @ CCF formuia, Mr. Armknezht found the fair roluen an f
}

l

checked his 11.2% recommendad retuen on equity for Company against ‘ha onst of equity of ‘

{hirteen comaparabile campanics ang found them 1o averago 11.9%.

Company Witnes: Vanderpoei, slithough not actuaily finding a cost of aquily fiqure agreed that !
the investors are currently requiring about 30 11% return on their investment in Company's stock,
' Although we agreq with the DCF congepl, we cannet aceent the particutar formula applicd by D,
Foster ar Mr. Armknecht as being the single and accurale measurement of current investors'
requirements, There ls 2 degres of nstimate and inaczuracy buill into any method of determining
tha growth sate being discountad by investors at any paint in time. Growih m baok valus, although
3 stable maeasure, can be biased by past expetiancas which ara not reflective of curcent canditicns or
anticipated conditions. Growth jn esrnings per shore are more volatila and can show large variations

{rom year to yaar,

Br. Fester's recommendations arz alse Dissed upward Dy his erroneous adjustment of Bolh |

dividend yleld and growlh for market pressure and financing. It is inherent in the DCF farmula that
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! oniy tha dividend yisd portion of the Tormuia is adfusted foe market pressure and financing. ' = %
8 a
b we wera to substitutc Comoany ‘Wilness Vanderpoel's 11% ‘or Company Witness Foster's | =
. 5
11.75% (divigend yierd pius wowth), Company’s cost of eguity would be reduced to 11.8% E
. {uncgrrecicd for market pressure 32 financing errer} and about 11.4% {correcled), "2.3
' i Hased an theta contideralions and exct2iking our Best judgment on all the evidence of recsrd, we
|
I

i

%

find that the cost of cguity for Tomoony s wirhvin the range of 11 4% o 12.0%. !
i

I stabta times, or 1f we wers degling with 3 utilily which has shown a stable carnings trend, we !

would predicate rale inerqases vpon a reiurn ap enuity toward the lawer end af tha cost of aquity |

2

|
:
ranga. Haowever, on Lhis recard Company as thown Jenersl ditrition in earnings caused in great parl E
by (he anguing inflation in tha econemy, |
Accordingly, we wit) altow Company ‘o ¢arn in the prospective period, subisequent to Qacember !
31,1872, 3 return on 2quity of (2.0%. which is equal ‘o {0 wpper limit of the cost of cquity ranga,
Whiie dllawing 12.0% it should be undersiood that any near term further rnuests {or role incigasns ‘
| shoutd ba based on a showing hat Company's earnings have sligged Holow the minimum end of this
coat of aquity rangn,

4 in this case we are also prescnied wilth 3 now srobiem, In order to be abte t0 rzguisie withont

i oregulalory lag, and with the most ecurate and turrent data possilile, we have gone to a twa phasn
rale arder, Tom {ivst phase delermines past rates on tast period which Is identical to the nericd for

which tho satas are being set. i.2., the year 1972, Accordingty, Tor this pericd Compony receives 3

guarantged recovery of all proper 2oats it incurs.

The record doos not speak o ow much iGwer 1 fair raturn on aquity should be given 3
guaraniced racovery. Jowever, undes the circumstimeas prozenicd ners there is ng redson appareni
to us to permil o guaraniced rocovery o Jas rate Dosae greater than tire minimum gf Use ¢ost of

i equity range. Thareforg, wo will ailow Company 1o carn 11.4% rcturn on the equity porlion of its
. gas rale base for lhr;. locked-in, Decemper 31, 1971, through Decamber 31, 1872, pariod.

Wae will, however, alow Company ta carn 11.7% cn the eguity porlion of its glectric rate base for
| the leckod-in pericd, Ao 11.4% retumn on equity would producs slsgiric rales lower than these in
effect prior to Company’s rate increase. ‘Whiie we da not doubt aur autherily 4o reduce rates 1o 2

lower leve! than the prewxistent ratcs, we oaplaintd in intersiste Power Company. Tlocket No.

U-344, tnat we would not da so uniess the zarncd reture a3t the provious ratle leval was sbove the

upper iimit of the cast of equily range. An 11.7% return on the equily portion of the cleciric rate
base for thg locked-in petiod witl roduce rales to the fevel of oleciric ratas which cxisted prigr te
the eurrait incraase filing, ond is balow the upper limit of the cast of equity,

Including 5 return for the dsbt and prefarrad equity partlons of Company's capitat struclure
cqual Lo the emycdded cost of debt and preferrad eguity capital pursusnt to the parties’ stipuiatien,

the fair rates of raturn for the lacked-in period are 7.85% for gas. and 7.99% for electric, and far the

praspective period, 3.26% for both gas and rlectric,
VI. REVENLUE REGQUIREMENTS

Consistart with the foragaing, and inciuding those ifomy undispulad in the proceeding heroin, we
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. i STATE OF 10WA i
:

IOWA STATE COMMERCE COMMISSION

| IN TIZ MATTER OF:

IOWA-ILLINQIS GAS AND ELZCTRIC
COMBANY, DAVENPORT, IOWA

DOCXET NQ, U-483

Pt et M W N WS

e ezt mmioimenll o oy

DECISION AND ORDER E

(lagued April 3¢, 1976)

APPEARANCES:

EDWARD I. HARTMAN, 206 Zast Second Street, Davenport, Jowa; DONALD
H. SITZ, 700 Davenpart 3ank Building, Davenport, lowa, appeared for
lowa-Illinois Gas and Zlectric Campany.

_ WILLIAM F. SUEPPEL of Meardon, Sueppel, Downer & Hayes, 100 South Linn
! Street, lowa City, lowa, 52240, sppeared for Jowa League of

Municipalities.
JAMES R. MARET and LEO 7, STEFFEN, JR., Assistant Commerce Counsels, |
300 Fourth Street, Des Moines, lowa, 50319, appeared for Commission |
i

| Staff,
i
1

[. PRCCZDURE

This proceeding waé comrmenced by Order of January 31, 1974, pursuant

! to Chapter 490A, Code of Iowa, 1975, to determine the reasonableness and
justness of reviced elactric and gas sarvice rates filed by lowa=Illinois Gas

and Electric Company (lowa-Illinois or Company) on January 25, 1974. According

to these rato revisions, Company zroposed to increase annual electric revenues

by 32,722,000 and annual gas revenues by $2,892,000. Ia that Initial Order,

| we suspended the overall rats increase for twelve months, but at Company request,
increased "interim" rates of a cmﬁbined amount, aggregating $2,950,000 for

gas and electric, were ailowed to 2o into effact, subject to refund, on March 4

1974, following only a one-cday suspension. On August i, 1974, we modified

!
|
s
{
|
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| operating expenses. Staif rejected this treatment as being a violation of the

matching principle and included the actual costs as experienced by the Company

{ during the 1975 *locked-in” pericd. .

We find that Staff's treatment of the gperating expenses associated with

y the 0.5.0. is thy proper method 2 omploy in this procecding for the samu reasens

|' weg 3et forth in sur discussion of the trecabtment te be given the 0.C,C. in determining
i the rate base. (3upra, p. 6.

V. RATI OF RETURN
In this proceeding there was no disagreement between the parties as

to the capitalization ratios or embedded cost of debi and preferred stock, However,

| thers was a considerable differcnce in the testimony between Company and

Suaff regarding the cost of equity capital. Company Witness Foster testified

| that by using (1) dizcounted cash flow; (2) earnings/price ratic; {3) comparable
varnings; and {4} effects of inflation on the cost of capital, he found that the

cost of equity capital far Company was 15 to 16 percent,

i Company Witaess Vanderpoel testified that the capitzlization rate for Compauy

i was 25 to 33 percent above the cost of long-term debt and after considering

infiatian that the cost af eguity wag 15 percent. Company .Witness Shaw testified
that by restating the current dellars in the common equity of the Company through
adjustment lor inllation [or the pericd 1941 through December 1974, the cost

of #quity was 8.5 percent. This equates to 3 15 percenat return on the actual
equity recorded on Company books, )

Staff Witness Kosh offered evidence of current investors’ requirsments

in the market place and concliided that the capitalization rate was 11,5 percent.

Staff Witness Armknecht testified that certain adjustments should be made to

the capitalization rate to reflect the expenses associated with the issuance of |
additional common equity and found ‘he {air rate of relurn on equity for Company

to be in the range of 12 to 12.4 percont. He further recommended that the

Commisslon apply the lewer end of his recommended return for the locked-

in periods.
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to firat ascertain the market czst of equity and then determine the amount of ;
. j inflation included therein and make tke appropriate reductlon, This would call

for an additional judgment factor in our determination process and indeed could

result in a less precise finding on our pare, ' ;
Campany Witness Vanderpoel testifled that the capitalization ratz for common

stock equity was appraximately 2% percent to 33 percent higher than the cost

of long-term debt., Wrken one apnlies the average for double A bends during
1974 and 1975, Mr. Vanderpeoel's methodalegy would support a capitalizatien
rate in the range of 11.5 percent 20 12.3 percent. : i
\ Staff Witness Kosh applied a DCF formula in arriving at his recommended
capimlization rate ;:f 11.3 pcrcer;t. In arriving at this re¢on.mendation he measured
the dividend yield (average dividend yield [or the year-end peried April 1372 i
through March 1973) plus a least squares earnings growth study the period begin-
! ning in 1957 and ending in 1573, as well as other studies included in his testimony. .
| He then checked his 11.5 percent recommended capitalization rate for Company 1
against the capitalization rates for cight comparable companies which he found
. to average 11.42 percent. ‘

Staff Witness Azmknecht then acceptec Mr. Kosh's capitalization rate

| of 11,5 percent and adjusted for the coat of flnancing. On this basis he concludad

| that the cost of equity capital for the Company was in the range of 12 percent

te 12,4 percent. He further recommended that Company be aliowed the minimum |

end of the range for the locked-in pericda involved in this proceeding, and the |
. i

maximum for the progpective period. i

As previously indicated, by applying Company Witness Vanderpacl's ethod-

alogy ta a morc representative time perlod, we arrive at a caplialization
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rate in the range of 11.5 gereent to 12,30 percent, which although somewhat
higher than Mr. Kosh's recmitmendation, 15 in substantial agreement.

L}
. j RBased upon *hese considariatiens and exercising our vest judgment on

{ al] the evidence of regord, we find the cost of cquity for the locked-in perieds

ta be 12.25 percont ta 12,75 percent.

Because of the nature of 2 Joeked-in test period which affords a typs

of guaranteed recovery of costs, and which In turn has the effect of reducing

risk, we find that the minimurm of the cost of equity range, 12.25 pereent,
should be allowed for the locked-in periods provided for by this proceeding. :

In making our determinaton as to the cost of equily for the prospective

TR TR S T

eriod, we will take offlcial notice of the improvements in the rate of inflation,

P
1 debt costs and ‘he stock market, which have cecurred since the witnesses testified

in this proceeding. ¥ Al of these facters indicate that the cost of equity has

decreased since that time and therefors we will allow 3 return on equity for

! the prospective period at the min;.mum af the yange--12.25 percent. -4

Including a return for the debt and preferred equity portions of Company's
. i capital atructure agreed to by the parties, the fair rates of return for the 1974 I
! lacked-in perled ia 8 .52 percent; for the January 1, 1975 to Junme 30, 1975,

lockad-in periad, & 66 percent; and for the prospective period beginning July 1, !

11975, 8.91 percent.

~ While we are aware that Chapter 1TA, The Code 1673, does not apply :
to this procceding, per_se, for the most part it follows the provisions i
of the commeon law and wherever posgible we try ‘o conform with the E
Administratlve Procedure Act. Thereforc, any party 1o this proceeding
wha desires to respond to those items where official notice has been taken
in this proceeding may do so by applying for rehearing and stating his
response at that time.

. In regard to Company's arguments about attrition, we note that for the

! purposes af this proceeding we allowed the Company to update the test

! period to 1874, and sceepted the parties use of an updated January I«

i June 30, 1975 test period. As a result of the updatings and our fHndings

in this Order, 3s well as knowledge that Company haz recently filed for

an additional rate increase, much of Company's alleged attrition disappears.
We are constrained from allowing fer any possible stirition of carnings
unless the record clearly auppo:—ts such an adjustment, Sald evidence

is lacking in'this record,
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STATE QF Luwa

I0WA STATD COMMERCE COMHMISSION

s - —_— —— e me e - -

M RE: |
OOCKET RNO. RPU-85-22 .
104A GAS COMPANY

et e et et S

FIiNAL DECISION AND ORDER
_ (lssued June 27, 1986)

APPEARANCES:
Appearing on behalf of Iowa Gas Company:

SHEILA K. TIPTON, Esq.. Sradshaw, Fowler, Proctar & Fairgrave, 1100
Des Moines Building, Des Hoines, Towz 50309, and

KeITH D. HARTJE, £sq., Asscciate Counsel, lowa Gas Company, 836 Grand
Avenue, Des Moines, Iowa 503C9.

Appearing on behalf of the 0ffice of Consumer Advocate:

GARY D. STEWART, £sg., Gffice of Consumer Advocate, Lucas State Orfice
Building, Des Moines, Iowa 30319.

Appearing on behalf of Intervenor City of Des Moines:

MICHAEL R. MAY, £sg., Barrett & Trott, 910 Equitable Bu:1d1ng, Des
Moines, Iowa 50309, and

M. A. IVERSON, Esq., City Solicitor, City Hall, City of Des Hcines,
' East 1st & Locust, Des Moines, lowa 50307.

Appearing on behalf of Intervenors National By-Products and lowa Energy
Group:

STUART W. CONRAD, Esqg., Lathrop, Kaontz, Rightar, Clagett, Parker &

Norquist, 26th Floor, Mutual Benefit Life Building, Kansas City,
Missouri 64108.

Appearing on behalf of Intervenor Deere & Company:

ELIZABETH 0. SHAW, Esq., Deere & Company, John Deere Read, Moline,
I1linois 61265.
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unpaid balance being the interest rate dictated by lowa Power.” .Because of
this, the OCA reccrmmends the Commission lTook at an overall rate of return
based on the utility operaticns cost of capital of lawa Resgurces ar
Midwest Energy, the overall markel cost of capital based on the price paid
for lowa Gas by Midwest Energy or the interest rate currently applicable to
2 bnnd issue large enough to Finance'the acquisition. We have recomputed
the actual capital structurs and will accept lowa Gas's calculation of the
cost of debt at 10.117 percent. ({Company Exhibit 8, Sch. 3, p. 1.} This

amount reflects lowa Power's actual embedded cost of debt.

C. Cost of Common Equity

Towa Gas witness Mount regcommanded 18.3 percent cost of common equity
using the Discounted Cash Flcw (DCF) model. (Tr. 349-55; Ex. 7, Sch. 5-8.)
In his analysis, he studied thirteen gas distribution utilities with com-
parable risk and computed the common stock dividend yield (8 %}. (Tr.
346.) He then computed the exgected growth rate (7%) using historical data
anc Value Lire projections. (Tr. 348-52.) He added the dividend yield
pius the growth rate and adjusted the figure to recognize the cogt of
<e1ling new stock and te avoid dilution of common stock value. (Tr.
352-55.)

OCA witness Rasmussen recommended 12.375 percent return on equity also
using the DCF model. (Tr. §72; Ex. 126, Schs. 8 and C.) He criticized the
companies analyzed by Icwa Gas as not comparable and charged lowd Gas's
growth rate was exaggerated. 0Or. Rasmussen estimated the cost of eéuity
to lowa Gas by estimating the cost of common ecuity for lowa Rescurces and

Midwest Energy. His computad dividend yield was 8.8 percent for lowa

Resources and 9.4 percent for Midwest Energy. (Tr. 967-59.) Rasmussen




MidAmerican Exhibit 8.1
Page 225 of 654

focxel No. RPU-35-22

Page 10

then adopted 0CA witness Habr's growtﬁ réte fb} Midwest Eneﬁgy7df 3;157__J
(Tr. 969-70) and computad iowa Resources growth rate as 3.75 pércent {Tr.
§70). He concluded 2 growth rate not in excess of four percent was
appropriate. (Tr. 97C-71.)

We believe that Dr: Rasmussen's %2.875 percent is a realistic return
on equity . The seven percent expected growth rate proposed by lowa Gas is
totally unrealistic and unsupported by valid evidence and Iowa Gas's
éuggested 6.3 pergent cost‘of common equity is simply net a rational

expectation for investors in the current market.

VI. OQPZRATING INCOME ALD REVENUE REQUIREMENTS

A, Uncentasted Adjustiments

We have reviewed the uncontasted adjustments found on pages 39-41 of
[owa Gas's initial brief and approve them with several excepfions. We will
disallow the 330,000 adjustment to reflect the flow-through of a subsidiary
Tess. lowa Gas has not met i%s burden of proof. We can think of no
Justification Tar requiring ratepayers to pick up the loss incurred by Gas
Resourtes, Inc., a gas exploration subsidiary of Iowa Gas. (Tr. 165.)
Seccndly, we will disallow the $60,000 adjustment to annualize computer
Tease costs. {Tr. 171.}) We assume that the computers at issue are used in
billing lowa Gas's customers. Qur complaint files are replete with examples
of billing probiems due to computer errors. We see no reason to requjre
ratepayers to pay to continue a2 system that causes nothing but problems.

Under lowa Cedg § 476.6 (1985}, the Commission has an independent duty

to determine juct and reasonable rates. We are not bound by agreements

entered into by parties before us. In additicon, it is Iowa Gas's burden ia
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STATE OF I0WA
2 BEFORE THE ICWA STATE COMMERCE COMMISSICN

IN RE: IOWA GAS COMPANY )
4 APPLICATION FOR REVISION OF ) DOCKET NO. RPU-85- 0.2
) GAS RATES )
2 )
6 DIRECT TESTIMONY
OF
7 ECWARD C. MOUNT

8 Q. Will you please sgstate your name, occupation and business address?
9 A. My name is Howard C. Mount, and I am Vice P.resident of Duff &
10 Phelps, Inc., 33 East Monroe Street, Chicago, Illinecis.

11

2 - . . ,
1 q. Describe briefiv vour educational background and business ex-

13

perienca.
14 A. I majored in Economics and Business at aAurora College, Aurora,
. 15 Illinois, and received a Bachelor of Science degree in 1960. 1In
16 1968, 1 receivéd a Masters Degree in Business Administration from
17 Northern Illinois University, De Kaldb, Illinois. From 1960 to 1963,
18 I was employved by Northerm Illinois Cas Company in a wide range of
19 .utility business research activicies, In 1963, I was made
20 Supervisor of Econcmic Studies responsible for economic evaluations
2l of the Company. In 1964, I was elected Assistant Secretary and
22 Assistant Treasurer of a new subsidiary, Apple River Chemical
23 Company. In 1966, I returned to the parent company as Supervisor of
24 Rate Studies wich responsibilities for all rate research conducted
25

by the Company,
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1 In 1968, I accepted a position with Duff & Phelps, Inc. and was
2 made Vice President c¢I the firm in January, 1975. with Duff &
. 3 Phelps, I have worked as a Security Analyst fcollowing a wide range
4 of utility companies and energy c<cmpanies. In March, 1981, I was
3 made a member of the Duii & Phelps Fixed Income Rating Committee,
6 composed of senior officers ané analysts. This Commistee is
7 responsible for determining the ratings of all fixed income
8 securities made by DufZ & Phelps. 1 have actsd as consultant to the
9 Ontario Ministry of Energvy 1in regard to rate matters. I have
10 testified befores the Federal Power Commission in regard tg the
11_ spin-off of United Gas Pipeline Company from Pennzoil and returned
12 to testify as to the adequacvy of the sectlement agreement arrived at
13 by the parties to that spin-ofl, I have acted as management
) .
1a coasultant to municipal gas diszricts assisting them d{in the
L ) . - . .
. 3 preparation of ©budgets, in financial wmanagement, and in the
16 , ' -
restructuring of their rate schedules. I have participated in the
17 . ,
preparation of rate case presentations for oprivate  utility
18 : ' . .
companies, and have submicted cocst of equity and rate of return
19 ‘ .
testimony to the Federal Energv Regulatory Commission and to the
20 . , N
regulatory commissions of Florida, Idaho, Illinois, Iowa, Kansas,
21 . 1
Kentucky, Louisiana, Michigan, Missouri, New Jersey, New York, Chio,
22 . . . ;
South Carolina, Washington, and Wisconsin.
23 . -
I have lectured at the University of Colorade Executlve
24 , .
Education Program for the gas industry, in the areas of rate
25

regulation, utility financing and investment appraisal of utilities.
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! cempanies used for comparisont is shown in scneauie 3,
2
. 3 Q. Based on your calculation of vield and growth components, what is
4 the market cost of common equity for the thirteen companies selected .
5 _ )
for ceomparison?
6 ; .
A. For the thirteen natural gas utilities selected for comparison, the
7 . L - -
estimates, as set forth in Schedule 6, range from a minimum of 13.47
8 . - 2 -
to 2 maximum of 17.9% with a mean of 13,1%.
G

10 . - . -
Q. Are any further adjustments to the cost of equity required for

1 ratemaking purposes?

12 - . . .
A. A flotation or underpricing adiustment is necessarv because the net

1 . . cor
3 proceeds of a common stocX sale are typically 3%-3% below the amount
14 , . -
pald by investors. However, the earned rate of return for the
15 . -
. Company is based on book equity, which will be lower than the market
16 '

price paid for the common stock investment,

17

18 -
Q. Is this adjustment necessary 1Z Jowa Gas gets all of its common
19 _ i} |
equity from Iowa Resources Inc?
20 , s . ,
A. Yes, The key is that the return realized by investors is not
21 '
identical to the return realized by the Company because of issuance
22 -
and other expenses. The Company should be prepared to issue common
23 . ; '
stock separately, if needed. We thus need to adjust the investor's
24
return as measured by the market data to a cecmpany rveturn that can
25 . .
be used for regulation. Hence, the flotation adjustment. Thus, the

-21-
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l issue oI the source of Towa Gas Companv's er.ﬁ_uity is irrelevant for
2 our purposes, We are adjusting the historical market data to
. 3 convert 1t to a regulatory return.

4

5 Q. Could you show this more concretely?

6 A, Yes. Please examine Schedule 7. In this hypothetical example, a
7 company starts operations and finances its investment in utility
8 plant through an issuance of common equity with a market value of
9 51,000 to investors. The net proceeds tc the company, however, ares
10 a lesser $930., With a 16% expected market return on investments of

1 similar risk, (i.e., a 1637 unadjusted cost of commen equity}, the
12 total return requirement t¢ iavestors 1s 8160 (l6% x $51,000 market
13 investment). For the companv to have ;aarnings of this same $160,
1s though, the achieved return o¢n beok equity must be 16.8‘;‘2 (5160
. 15 divided by $930 initial book equity). 1In the second year, a similar
16 situation prevails. The maia peint is that the recurn on beok
17 equity must exceed the market cost of common equity, by scme 0.8% in
18 this example, even in the second period when no additionzl common
19 steck is sold.
20
2t Q. What is an appropriate fletation adjustment?
22 A. In 1984, four natural gas companies scld commen stock to the public.
23 The net proceeds on average were &.47 less than the market price to
24 the investors excluding experses and 6.0% less including expenses.
23

Thus, a 3% net underpricing adjustment is appropriate.
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DOCKET NOS. U-483 and RPU-76-7
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STATEZ OF JOWA
[QWA $TATZ COMMERCE COMMISSIaN

-

IR THE MATTER GF:

DOCKEY NOS. 1-483
gnd  RPL-T8-7

ot - —

IONA-ILLINGIS GAS AND SLECTRIC
coMpANY

[

QRDER APPROVING SUPPLEMEMT 10 STIPULATION AND AGRETMONT

’ (lssued March 22, 3978)

¢ The matter s before us gn the Joint motion of all the parties £¢ this

proceeding filed March 21, 1378, for an order approving.a Suppicment to Sti-
‘ pulation and Agrooment by and between 311 the partics reldtive to the deter-
mindtion of cost of service, including rate of return on common stack cquity.

n

1 The Commission, having axamined the Supplement to Siipulation and
El

Agreement and having considersd the moticn of the parties in support of the

1 Supplement, finds and determines that the Suppisment to Stipuiation and :

' Agreement is reasonable ind should e approved and adepted by the Commissiaon

k in 411 of its terms without condition or modification.

THE COMMISSION ORDERS: |
. I ' 1. That the Supplement to Stipulatign and Agraoment by and between all

of the parties to this procoeding 7iled on March 21, 1978 be, and it {s here- |

by, appraved and adopted by the Commiissicn ip 211 af its terms without con-

dition or modification,

2. That lowa-I11inpis shall fils for Cormission approval a plan of

e

refund in Cocket No. U-&83 and Decket No. RPU-76-7, in accordance with the
terms of the Supplement tc Stipulaticn and Agreement within thirty {30} days
after the fssuance of this crdar.

r ‘ {CHWA STATE COMMERCE COMMISSION

. : f"?‘ff({::( %(‘d'u l/?--':-'?ﬂ-‘_ft -ff-
' Chatrman
. S
oA
/’I//’/ .-"'/‘ fﬁ. F

- & N
[T T .

Cormissioner

ATTEST:

(Lian 0. Bl B PPV S 2

Sacretary Tamnissicnar

. Dated at bes Moines, low2, this 22nd day of March. 178,




L

.1
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&

STATZ CF I0WA

BZTORZ THE ICWA STATZ COMMERCE COMMISSION

IN THE MATTER OF:
DGCKET NC. U-483
(Cause Nos. 57320 & 57321

Consolidated) and
DOCXET NQ. RPU-T6~7

IOWA-ILLINCIS GAS AND ELZCTRIC
COMPARY

N el S L

SUPPLEMENT TO STIPULATION AND AGREEMENT

The Stipulation and Agriemenrt (Stipulation) relative to the decer-
mination of coat of service, ex:lud;ng rate of returc on common stock
equity and alternative treatments of cerrain interperiad zax allacacions
entersd into by the Staff of the Iowa State Commerce Commiszssion (Srafi),
lowa-Illineis Gas and Electric Company (Company), lLeague of Icwa Municipalitias
(Lcague} and the City of Davenport, Towa (City) in Decket No, RPU-76-7
was the subject of the Order Approving Stipulationr and Agroement issued
April l4, 1977 by the Jowa State Cosmerce Commissien (Commission}. °

This Supplement to the Szipulation and Agrecment (Supplemént) has
been preoparad and entered ints by the parties whose counsel have exscutad
it for the purpose of settliag and concluding the cest of service including
rate of return and interpericd tax allocation for interest, pacsions and
taxes capitalized where applicable in Docket Nes, U-483 and RPU-76=7.

This Suppleﬁenc is solely for the purpose of and applicable to Docker

No. U-483, and the judieial review of same, and Docket No. RPU-74-7 and

ne others.
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The Courz, in the judicial review of Tockat No. U=483 in the Districs
Court of Iowa in and for Scotc County (Cause Nos. 57320 and 37321,
Congolidated), enterad izs Crder March 2, 1878 zustaining snd affirming
the Order of the Commission entaved April 30, 1976, as medified b? Order
extered June 21, 1976, In Docker No, RPU-76-7, the testimony of Company's
witnasses on the Issues of rate of return on commom stock equiry and
inrerperiod tax allocaclon for inters2st, pensions and taxes capitalized
has been given and crcoss-examination was coneluded thereon, The_prepazed
direct testimony'of the Staff om intarperiod tax allocatioms and raté of
return has been filed and served on tha parties, but such testimony has
not yet been adopted under sath and subjecred fo ¢ross—=examination by
Company, |

The signateory pacties tco this Supplement are desirous that these
proceedings be concluded and in comsideration thereof Company will
forebear pursuing its judicial appeal in Docket No. U-483 and pake
rofunds in nccordancg with the Commission's Order of June 21, 1976.
Further, the cost of service in Docket No. RPU-76-7 shall be predicated
upon the "flow=-through” method of accounting being utilizaed for income
tax deductions associated with interest, pensions and taxes capitaliged
and.the application of a 12.3 percent rate of return on common stock for
the “"locked~in" and "prospective” pericds all in accordance wirh the
Stipulation. Refunds will be made aceordingly. The interest on tefunds
shall be 9 parcenc per annum in both Dockets,

Under the terms of the Stipulation and this Supplement in Decket
Ne. RPU-76-7, the annualized'fevenue defieciency for the "locked-in''
period i3 $2,613,000 and the annualizsd rovenue deficaency for the
“prospactive” period is $4,417,000, adjusted to the rata level filed in

Docket No. U-483,
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The Company will f£ile fer Commission approval a plan of refund in .
o Docker No. U-483 and Docket No, RPU-75=-7 within thirey (30) days afrer
. the effecrive date ¢f this Supplement,

Except as provided hereim, the Stipulation and Agreement approved
by the Commissicn on April 14, 1977, shall remain in full fores and
affect inmcluding the provisions of Article VI of such Stipulation.

This Supplcment to Stipulation and Agreement zhall rot besome
effective unless and until the Commission has satersd a £iral order
approving and adopring all of the tarms and conditiops of this Supﬁlement

to Stipularicn and Agrecment without modiffcations or conditicn.

IOWA STATE CCMMERCE COMMISSION ICWA-ILLINGIS GAS AND SLECTRIC

COMMISSION STARF ‘ COMPANY

By % " By é—gﬁ%ﬁ.%___
Asflstant Admmero€ Counsel General Counsel

Dated this /é#day of March, 1978, Dated this Zé day of March, 1978.

LEAGUE OF IOWA MUNICIZALITIES CITY CF DAVENPORT, IOWA

By% By y ‘

Attorney Corporate Coupnsel

Dated this /£ ¥ day of Mazeh, 1978. Dated this !z —%ay of Mareh, 1978,
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STATE OF IOWA

10WA STATE COMMERCE COMMISSION

! IN THE MATTER OF:

TOWA-ILLINOLS GAS AND ILECTRIC
COMPANY

DOCKET NO. RPU~76~7

e o e e S

] by Mr. William F. Sueppel; and the 3taff of the Cowmizalon was Teprescnted

{ by Mr. Lao J, Steffen, Jr.

QUDER APPROVIRG STITULATION AMD AGREEMENT

~ (Issued April 14, 1977)

The mattcr came on for haaring on April 14, 1977, on the joinz
aotion of all tha parcies o this procesding for =sn order approving a

Stipulation and Agreement by and between all the partiesz relative to

deterninntion of ¢ost of mervice, excluding rata of raturn om common
stock equity. Towa-I1iinois Gas & Elcetrlc Company was rapresontad by

Mr. Edward J. Kagtman; Tha League of Iowa Municipalities was representsd

The Commipsion, having exanined the Stipulation and Agreement and
having hcard the atguments of the piarzies in support of the Stipulaticn
and Agreement finds and decar:in?a that the Stipulacion and Agreement 1s
reaaomable and should He apprcve@ and adoptad by the Comission in all
of izs terms without comdition or =odification.

The Commigsion further fizds chac heazings in this proczeding
pravicusly fixed te comacoce oz April 16, 1977 should De peatponed uneil
further order of the Cemmisaion.

THE COMMISSION ORDERS:

1. That the Stipulation and Agruement by snd batween all of the
paities to this proceeding filed om April 13, 1977 be, and it is hereby,

approved and gdopted by rthe Commlesion in all of its terms without

condition 4t modificacion,
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2. That the hea‘ringe {ixed by Commission order isaued March 17,
1 1977 to commence on April 26, 1977 de, and thay ars lersby, postponed
. until further order of the Commission,

ISHA STATE COMMERCE COMMISSION

- ’ ;77(2-;0“('4’ :7(/{--! Z'(’J.&ﬂ'n(‘,

- . 7 "Chairman i
| ATTEST: L ooy ¥ L :
-~ . asicner
N . '
2 fﬂnﬁ» _éz_'-_ﬁécs:‘L !
Secretary Cami aner !

Dited at Daa Moinag, Iowa, thia lich day of April, 1977,
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STATE OF IOQWA
. BEFORE THE IOWA STATE CCMMERCE COMMISSION

IN THE MATTER OF:

)
)
IOWA-ILLINOIS GAS AND ELECTRIC ) DOCKET NO. RPU-76-7
COMPANY )

STIPUZATION AND AGREEMENT

ARTICLE 1

Introduction

Iowa-Illinois Gas and Electric Company (Company) has
pending before the Iowa State Commerce Commission (Commission)
in the above-captioned docket an electric rate increase
proceeding resulting frem Company's f£iling made on February 29,

. 1976, the effectiveness of which was suspended until March 22,
1977 by the Commission's order issued March 18, 1976. The
Commission's March 18, 1976 order also instituted an investiga-
tion to determine the reasonableness and legality of the prorosed
rate increase. The filed electric rates hecame effective subject
to refund June 21, 1976, in accordance with Chapter 490a, Codé of
Iowa.

The City of Davenport, Iowa (City} and the League of Iowa
Municipalities {League) have been authorized to intervene in
Docket No. RPU~-75~7 by order of the Commission.

Company and the League have also instituted separate
judicial review proceedings in the District Court of Iowa in

and for Scott County identified as Cause Nos, 57320 and 57321,

. Consolidated, of portlons of the Commission's order and order
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on rehearing in Docket No. U-483, the Company's prior
rate increase filing.

This Stipulation and Agreement (Stipulation) has been
preparad and entered into by Company, League, City and the
Staff of the Commission (Staff) for the purpose of simplifying
and limiting the issues and evidence in Docket No. RPU-76-7
and for the purpose of limiting the issues in the judicial
review proceeding of Dockat No. U-483 now pending in the
District Court. This Stipulation is selely for the purpose
of and ap.plicable to Docket No. RPU-76-7 and the judicial

review of Docket No. U-483 and no others,

ARTICLE II
Test Year
Company's rate increase £iling was supported by
accounting data for the calendar year ending December 31,
1975. Ccmpany moved that the calendar year 1976 be used as
the test period and the moticn was denied by the Commission.
On consideration for the League's,the City's and the
Staff's waiver of any objactions to the use of 1976 as the -
test period for Docket No. RPU-76-7 and the Leaque, the City
and the Staff commitment to persuade the Commission to utilize
for the purpeose of Docket No. RPU-76~7 a 1976 tast pericd,
Company stipulates and agrees to accept and abide by in
Dacket No. RPU-76-7, as more particularly described herein-
after, the regqulatory principles and the methods, except as
hersinafter specifically modified, for determining cost of

service (excluding rate of return and interperiod tax allocation

-2
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P .
for interest, pensions and taxes capitalized) adopted by
the Commissien in Docket No. U-483.

Company further stipulates and agreses that it will
either withdraw or dismiss or not pursue in any manner
whatsoever its judicial review of the Commission's Qrder
and Order on Rehearing in Docket No, U=-483 now pending .
in the District Court except for the issue of interperiod
tax allocations for interest, pensions and taxes capitalized,
which sole issue would be subject to review by the Court;
and, Company further stipulates and agrees that it will,
as soon as possible, refund all sums collected subject to
refund in Docket No. U~483 in excess of the amounts fognd
reasonable by the Commission except the portion attributable
to the issue of interperiod tax allocation which portion
will continue to be collected or held subject to refund
pending review by the District Court.

In consideration of Company's acceptance in Docket
No. RPU-76-7, of the regulatory principles and methods of
determining cost of service (exluding raie of ratufn and
interperiod tax allocations for interest, pensions and taxes
capitalized) adopted by the Commission in Docket No. U-483,
and Company's agreement not to pursue any issue except
interperiod tax allocations for interest, pensions and taxes
capitalized in the judicial review proceeding of the Commission's
orders in Docket No. U-483, the League stipulates and agrees

that it will withdraw or dismiss or not pursue in any manner

-3=
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The allowable rate of return shall be the
overall ccst of capital determined from the
capital structure and cost rates for long-

term debt, preferred stock and preference

stock shown on lines 6 through 10 of Schedule

7 and the cost rate For common stock determined
by the Commission after hearing to be appropriate
for the "prospective" period.

(d) The level of rates for the “prospective”
period shall be such that 1f charged during the
entire 1976 adjusted tes% year would prcduce

. the allowable return indicated by multiplying
the rate base determined in accordance with
B.2(a)-(i) or B.2(a)~-(ii), above, by the rate
of rekturn determined 1n accordance with B.2({c),
above. In no event shall the level of rates‘
for the "prospective” period exceed the level

of the f£iled rates.

ARTICLE IV

Fair Rate of Return on Commen Stock and Rate-Making
Treatment of Income Tax Deductions Assoclated With
Interest, Pensions and Taxes Capitalized.

The parties to Docket No. RPU-76~7 reserve the right
to litigate only the issue of the fair rate of return on

. common stock and the issue of rate-making treatment of

-10-
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income tax deductions associated with interest, pensions
and taxes capitalized. The parties to the judicial review
of Docket No. U~483 reserve the right to litigate only the
issue of rate-making treatment of inccme tax deductions

associated with interest, pensions and taxes capitalized.

ARTICLZ V

Cost to Serve Study

The Company is presently engaged in making a cost
to serve study for rate structure purposes and shall file

a copy of such study with the Commission when completed.

[

ARTICLE VI

Privileged Document

This Stipulation and Agreement is made pursuanﬁ to
Rules 7.7(4) and 7.9(2) of the Commission's Rules of Practice
and Procedure, and i1f it is not accepted and approved by
order of the Commission in its entirety without condition,
it shall be privileged and ¢f no effect. The provisons of
this Stipulation and Agreement are intended to relate only
to the specific matters referred to herein and no party by
agreeing hereto waives any claim or right which it may other-
wise have with respect to agy matters not expressly provided
for herein. It is further specifically understood and agreed

that neither the Company, the League, the City, the Commission,

the Staff, nor any other party or person shall be deemed to
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have approved, accepted, agreed or consented to any rate-
making principle or any method of cost of service determination,
or cost allocation, underlying or supposed to underlie any of
the provisions of this Stipulation and Agreement, or be pre-
judiced or bound thereby in any future Company rate proceeding,
or in any proceeding.

ARTICLE VII

Condition Precedent to Stipulation and Agreement
Becoming Effectlve

Neither this Stipulation and Agreement nor any of the
provisions herecf shall become effective unless and untilrthe
Commission has entered a final order approving and adopting all
of the terms and conditions of this Stipulation and Agreement
without modifications or coendition.

COMMISSION STAFF
IOWA STATE COMMERCEZ COMMISSION

Dated // day of April, 1977.

TOWA~-ILLINGIS GAS AND ELECTRIC
COMPANY

By 52;:. ’ér fz;ﬁé;::rzi' Dated _f/ day of April, 1977.
Geaneral ¥ounsel

LEAGUE OF IOWA MUNICIPALITIES

H r

LY

By Dated Z[ day of April, 1877.
Attorney

CITY OF DAVENPORT, IOWA
" s

BY W&Bed f=2—d=y of April, 1977.

Corporate Counte
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DOCKET NOS. RPU-92-5 and WRU-92-29-152
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TERRY £ BRANSTAD, zoveanon IOWA UTILITIES BOARD

DEPARTMENT OF COMMERCE

ICWA-TLLINOIS GAS AND ELECTRIC COMPANY

Docket Nes. RPU-92-5 and WRU-92-29-132
"OROE] APPROVING SETTLEMENT AND GRANTING WAIVER REQUEST"
Issued November 4, 1992

Partiss Serveq:

Brent E. Gale
General Counsel
Iows-I31inois Gas & Electric Co.
P.0. Box 43%0
Davenport, IA 52808

Cliitt it b 2y
J. Wilson Mcfallister
Assistant General Counsel
Law Department
feere 1 Company

W

et o
dnsersignad hereby certiiizg L

John Deere Road 1o gsing document azs Saen sarvs
. Moline, IL 61255-8098 T
=3 STV uzan al pariss of reeard in i
Stuart W. Conrad, Attormey )
Lathrop & Norquist S2eo2ing 3y maliing, oy first class mail
2600 Mutua) Benefit Life Building ' '
2345 Grand Avenue s %230 ALUIN g2y 2 cepy thereof, in
Kansas City, MO 64108 o '
wRaTY 25Cres3z 2nvalore with charsss
Robert H. Gallagher _— )
Wells, Gallagher, Roeder & Millage sxtid,
1989 Spruce Hi1ls Drive ‘
Bettendorf, 1A 52722 e MM 8R.

Gary M. Lane ’U)ﬂﬂﬁ-ﬁw

Wehr, Berger, Lane & Stevens
900 Kahl Building
Davenport. [A 52801-1280

James R. Maret

Consumer Advocate
Department of Justice
Cansumer Advocate Division
Lucas State Office Building

Des Moinas, IA 50318 )
' NOY 6 tu-

-

LUCAS STATE CFFICE BUILDING / DES MOINES, IDWA 52318
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. STATE OF ICWA

DEPARTMENT OF COMMERCE
UTILITIES BOARD

)
IN RE: )

}  DOCKET NOS. RPU-92-5
IOWA-ILLINOIS GAS AND ELECTRIC } WRU-92-29-152
COMPANY g

ORDER APPROVING SETTLEMEAT AND GRANTING WAIVER REQUEST
(Issued November 4, 1952)

This proceeding was initiated on April 21, 1992, by Iowa-I1linois Gas
and Electric Company (lowa-I1Tinois) filing a request for a permanent
annual revenue increase in its elsctric rates of approximately $20 million
and in its gas rates of approximately 57.4 millien. On July 20, 1992, the
. Utilities Board (Board) issued an order setting tamporary rates. On
September 2, 1992, the Board suspended the procedura) schedule established
in Docket No. RPU-92-5 with respect to all issues that were the subject of
an anticipated sett]emant. On September 4, 1992, a *Joint Motion for
Approval of Settlement Agreement” and "Settlement Agreement" were filed by
Towa-111inois, the Consumer Advocate Division of the Department of Justice
(Consumer Advocaté), Deere & Company, Sivyer Steel Corporation, Iowa
Industrial Intervenors, and the Aluminum Company of America. The proposad
settlement resolved all outstanding issues in the pending rate case except
rate design and the funding of pensions and other post-employment benefits.
A hearing on the proposed settlement was held on October 2, 1992, and Iowa-

INlinois filed the additional information requested by the Board in the

hearing on October 8, 1392, The proposed settlement allows an increase in
. electric rates of approximately $10 million or five percent and an increase

in gas ratgs of approximately §5 million or 3.9 percent. A copy of the
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Docket Nos. RPU-82-5, WRU-82-29-152

Page 2

settlement agreement is attached and incorporated by reference. The
overall weighted cost of capital used to calculate the annual revenue
requirement s 9.889 percent for electric revenues and 9.715 percent for
gas revenues. The test period used to determine rates is the year ending
December 31, 1981, as adjusted. _

Portions of the settlement presented several difficult issues,
including nuclear decommissioning, purchased gas adjustment (PGA)
consolidation, and manufactured gas plant cleanup. The hearing on the
proposed settlement produced testimony which indicated the parties
thoroughly examined the issues and worked to reach a3 compromise settlement.
While the Board may not have reached the same decision an individual issues
as reflected in the settlement, the overall terms of the settlement are
reasonable and generally consistent with recent Board decisions, After
reviewing the record in this proceeding, pursuant to IOWA ADMIN. CODE 199-
7.2(11) (1992), the Board finds the terms of the parties’ settlement -
agreement to be reasonable and will approve it.

With 1ts initial request, lowa-11linois filed a petition for waiver,
identified as WRU-32-29-152, of IOWA ADMIN. CODE 199-19.10(1) wﬁich
requires separate PGAs for each supplying pipeline. The settlement
provides for the consolidation of the PGAs but does not address the rule
requirement or waiver request. The Board had some initial concerns
regarding the consoiidation of the PGAs, but finds that with the new
pipeline interconnections, consolidation makes sense in this case. The
potential exists for overall system benefits. Since the PGA consolidation
will be allowed uﬁder the terms of the settlement, a waiver of IOWA ADMIN.
CODE 199-19.10(1) is necessary and will be granted. With the granting of




MidAmerican Exhibit 8.1
Page 247 of 654

® Dacket Nos. RPU-92-5, WRU-32-29-152 |
Page 3

the waiver there are no aspects of the settlement agreement which are
inconsistent with Jowa Jaw or the rules of the Board, and the terms of the
settlement agreement are in the public interest.

Although not sﬁecifica11y a rate case jssue, the Board is interested
in lowa-111inois’ handling of the disposal of iis Yow-Tevel radicactive
waste material. The Board requesis Iowa-ITlinois provide informal updates
on its future disposal plans in Tight of the expiration of several
contracts at the end of 1992. The Board also requests Jowa-I17{nois
provide the Baard an informal report.within the next 12 months on what
consideration has been given to the retention of an Iowa-based trustee for

{ts external nuclear decommissioning fund.

. FINDINGS OF FACT
1. The proposed settlement is rsasonable in Tight of the record in
this proceeding.

2. The proposed settlement is in the public interest.

CONCLUSIONS OF LAW
The Utilities Board has Jurisidiction over the parties and subject

matfer of this proceeding, pursuant to IOWA CODE §§ 476.1 and 476.6 (1591).

ORDERING CLAUSES
IT IS THEREFORE OROERED:
1. The joint motfon to approve the settlement agreement filed by the
parties in Docket No. RPU-92-5 on September 4, 1992, is grantad.

2. The petition for waiver of IONA ADMIN. CODE 199-7.2(11) {1992},
. identified as WRU-82-295-152, {5 granted.
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3. On or before 45 days from the date of this order, lowa-111l4nois
shall file tariffs for the Beard’s consideration to implement the terms of
the "Settlement Agreement” filed by the parties on September 4, 1992, and
attached to this order.

4. Motions and objections not previously granted df sustained are
deniad or overruled.

UTILITIES BOARD

)

Xecutive Secretary

Dated at Des Moines, Iowa, this 4th day of November, 1992.
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STATE QF IOWA

IOWA UTILITIES BOARD

IN RE:

IOWA-ILLINOIS GAS AND ELECTRIC Docket No. RPU-82-5

COMPANY

N e —d

SETTLZMENT AGREEMENT

ARTICLE I

Introduction

On April 21, 1992, Icwa-Illinois Gas and Electric Company
{Iowa=Illinois) filed with the Iowa Utilities Board (IUB) revised
electric and gas tarlffs designed to produce an increase in Iowa
jurisdictional electric revenues of §$20,037,000, or an average of
11.4% over existing slectric rates, and an increase in Iowa
jurisdictional gas revenues of $7,360,000, or an average of 5.6%
over existing gas rates. 1Increases in the electric and gas
charges for reconnection of service following a disconnection for
non-paymenf were also propceed, In additicn, Iowa-Illinois
propesed design changes for electric and gas rates.

On the same daﬁe, Iowa=Illinois filed an application for
temporary lncreases in electric rates and certain gas rates, The
temporary electric rates were designed to produce an increase in
Iowa jurisdictional electriec revenues of $15,791,000. The

temporary gas rates were designed to produce an increase in Iowa

Jurisdicticnal gas revenues from customers served undar Rate 60,




N
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Residence Gas Service, and Rate 70, General Service, of
$5,328,000,

On July 20, 1992, the IUB issued an order authorizing a
temporary increase in slectric revenues of §7,517,000 and a
temporary increase in gas revenues of §4,665,000, The IUB
further ordered that the increase in electric revenues be
collected‘as a uniform percentage increase per class of customer,
The IUB accepted Iowa-Illinois' proposed temporary gas rate
design, authorlzing. temporary rate increases for customers served
under Rate 60 and Rate 70.

By orders of various dates, the IUB authorized the
intervention in this Docket of Deers & Company, Iowa Industrial
Intervenozs‘(hrcher Daniels Midland Company and Ralston Purina
Company), Aluminum Company of America, and Sivyer Steael
Corporation.
| ARTICLE II

Purnose

This Settlement Agreement has been preparad and executed by
the signatories hereto for the purpose of resolving all iséues
except (1) the allocation of the agreed-upon revenue requirements
among customer classes and other rate design issues (rate design
issue) and (2) the rateméking treatment to be followed with
respect to pensions and otﬁer post-retirement benefits in light
of Statement of Pinancial Accounting Standard 106 and Statement

of Finmancial Accounting Standard 87 (FPAS 106/87 issue)., This

Settlement Agreement is applicable only to this Docket.
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In consideratien of the mutual agreements hereinafter set

forth, the signatories stipulate as follows,

I

H

ARTICLE

Joint Motion

Upon execution of this Settlement Agreement, the signatories
shall file the same with the IUB, together with a Joint Motion
requesting the IUB issue an order approving this Settlement

Agreement in its entirety, without condition or modification.

ARTICLE IV

Condition Precedent

This Settlement Agreement-shall not beceme effective unless
and until the IUB enters an order approving the same in its

entirety without condition or modification.

ARTICLE ¥V

Privilece angd Limitation

This Settlement Agreement is made pursuant to IOWA CODE
Section 17A.10 and 199 I.A.C. §7.2(11). This Settlement
Agreement shall become binding upon the signatories upon its
execution; provided, however, that if this Settlement Agreement
does not become effective in accordance with Article IV above, it
shall be null, vold arnd privileged. This Settlement Agreement is
intended to relate only to the specific matters referred to

herein. No signatory waives any claim or right which it may

3
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otherwise have with respect tc any matter not expressly provided
for herein. No signatory shall be deemed to have approved,
accepted, agreed or consented to any ratemaking principle, any
method of cost of service determination, or any method of cost
allocaticn underlying the provisions of this Settlement Agreemsnt
or be preiudiced or bound thereby in any other current or future
proceeding before any agency, XNo signatory shall directly or
indirectly refer to this Settlement Agreement as precedent in any

other current or future proceeding before the IUB,

ARTICLE VI

Tagt Period

The justness and reasonableness of the rates in this Docket
shall be determined orn the basis of the pro-forma annual gas and
electric revenue requirements for the test period consisting of

the calendar year 1991, as adjusted.

ARTICLE VII

The electric jurisdictional rate base to be used to
calculate Iowa-Illinols' annual electric revenue requirement in
this Docket shall be as set forth in Attachments 1E and 2B, The
jurisdictional gas rate base to be used to calculate Iowa-

Illinois' annual gas ravenus requirement in thls Docket shall be

as set forth in Attachmants 16 and 2G.
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ARTICLE VIII

Revenue Requirements

The Iowa jurisdictional electric revenue requirement, prior
to an adjusﬁment, if any, for the IUB's ultimate disposition of
the remaining FAS 106/87 issue, shall be $211,576,632 as derlived
aﬁd set forth in Attachments 1= through 6E, This annual revenue
requirement represents an .ncrease in annual electric revenues
for Iowa-Illinols of $10,027,438.

The Iowa jurisdictional gas :evenﬁe reguirement, pricr to an
. adjustment, 1f any, for the IUB's ultimate dispositlon of the
remaining FAS 106/87 lssue, shall be $134,953,323 as derived and
set forth in Attachments 1G through 6G. This annual revenue
requirement represents an increase in annual gas revenues for

Iowa~Illinois of 55,113,531,

ARTICLE IX

Rate of Return and Capital Structure

The capital structure to be used to calculate Iowa-Illinois'
annual electric and gas revenue requirements in this Docket shall
be as set forth in Attachments 6E and 6G. The authorized return
on commeon equity for Jowa-Illinois' durisdictional electric
operations for the purpose of this Docket shall be 11.9%., The
authorized return on common equity for Iowa-Illinois'
jurisdictional gas operations for the purpose of this Docket

shall be 12.0%.




MidAmerican Exhibit 8.1
Page 254 of 654

ARTICLE X

Zxplanation of Resolution of Certain Key Issues

The follewing explanation is provided by the signatories for
the purpose of explaining to the IUB how certain key issues were
resolved in arriving st the rate base, revenue reguirements, and
capital strﬁcture. Resolution of these and all other issues in
this Settlement Agreement required compromises by all signatories
based upon the facts and circumstances in this case only.
Consistent with Article V, the resclution of these issues in this
. Docket shall not be precedentlal, and all parties exprassly
reserve all lssues for future litigation.

Capital Structure =~

Towa-Illinois' witness Ccoper proposed the capital structure
for ‘ratemaking purposes exciude the long—term debt, average 1591
amount of common equity funds ($85,76%,000), and averaga 1991
retained earnings ($19,361,000) of Iowa~Illinocis' non-regulated
subsidiary, InterCoast Energy Company. JIowa-Illinois' proposal
is accepted for the purpose of this Docket. ‘

The calculation of debt cost in the Attachments to this
Settlement Agreement alsc reflects the $40,000,000 debt
refinancing in October 1991 and the $60,000,000 debt refinancing
in May 1992,

‘Elapgtric Temperature Normalization -

Iowa-Illinols' witness lLangley propesed an adjustment to

electric revenues and sales during the test period to reflect

6
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temperature conditions., Icwa~Illinois' adjustment is not
accepted for the purpose of this Docket.

Off-Svstam Demand Charge ané Energy Margin Ravenpues -

Under current Iowa ratemaking treatment, 100% of the
revenues from the energy margin (profit) component of off-system
sales flows to customers Dy operation of the energy adjustment
clause (®.A.C.), With respect to revenues from the demand charge
component of off-system sales, a representative level has
traditionally been included in base rates. Iowa-Illinois’
witness Christensen proposed that, prospectively, 603 of all net
. demand charge revenues and energy margin revenues be flowed
through to customers through the E.A.C., with the remaining 40%
to be retained by Iowa-Illincis. Iowa-Iilinois' proposal 1is notr
accepted for the purpose of this Docket. The electric revenue
reguirement in the Attachments to this Settlement Agreement
reflects the traditlonal ratemaking approach, with a
represantative level of §1,700,000 of net demand charge revenues
reflected in detefmining the electric ravenue requirement,

Buclear Decommigssioning -~

Iowa-Ill}nois' witness Burks proposed that nuclear
decommissioning costs of $5,401,000 be recognized in electric
rates. EHe further proposed a rider which would recover nuclear
decommissioning costs outside of a rate proceeding. The electrie
revenue reqﬁirement in the Attachments to this Settlement
Agreement includes recognition ef a representative level of

nuclear decommissioning costs, the $§5,401,000 estimate proposed

7
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by Iowa-Illinois. However, the rider concept ls not approved.
Purther, Iowa-Illinois shall contribute $5,401,000 annuzlly
to its external nuclear decommissioning trust, without regard as
to whether actual nuclear decommissioning cost collections £zom
customers through base rates are greater or less than such

amount .

Manufactured Gas Plant Costs -

Iowa-Illinois' witness Burks proposed the establishment of a
reserve and external trust for manufactured gas plant
investigation and remediation costs. He further proposed that
the gas revenue requiremeant recognize an annual amount of
$625,000 for manufactured gas plant investigation and remediation
costs. This Settlement Agreement does not accept Iowa-~Illinois'
reserve and trust proposal, The gas revenue requirement in the
Attachments to this Settlement Agreement recognizes a
representative level of annual manufactured gas plant
investigation and remediation costs of $248,000.

PGA Consolidaticon -

Iowa-Illinois' witness Richesen proposed that Iowa-Illinois'
currently separate purchased gas adjustment clauses applicable to
its Fort Dodge service area be consoclidated with the purchased
gas adjustment clauses applicable to the remainder of Iowa-

Illinois' gas service area, Iowa-Illincis' preposal is accepted

for the purpose of this Docket,
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Management Bfficiency Award

Iowa-Illinois’ witness Hollonbeck requested the IUB consider
a management efficiency award for the Company's gas operatioms.
The gas revenue requirement in the Attachmenis to this Settlement
Agreement does not contain any amount for a management efficiency

award.

Reconnection Charges -

Iowa-Illinois' witness Richeson proposed that the electric
and gas charges for reconnec:iﬁg service at a customer’s meter
. following disconnection for non-payment be iancreased from the
current charge of $7.00 to a charzge of $25.00 for electric
reconnection and $34.00 for gas reconnection. Reconnection
charges of $14.,00 for electric service and $18.00 for gas service
have been negotiated in this Settlement Agreement. The electric
and gas revenue regquirements in the Attachments to thi§
Settlement Agreement.reccgnize the additional revenues

anticipated from these reconnection charges.

ARTICLE %I
Procedure
The Joint Motion filed pursuant to Article III shall contain
a2 request by the signatories that, upon IUB approval of this
Settlement Agreement, the IUB permit Iowa-Illinois to place into
effect revised electric and gas rates designed to produce the

electric and gas revenue reguirements reflected in the

§
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Attachments to this Settlement Agreement. These rates shall be
calculated based upecn unagjusted 19911e1ect:ic salas and
temperature normalized 1991 gas sales. The rate design shall be.
the same as accepted by the IUB for the purpese of the tempcrary
electric and gas rates in this Docket.

Tha two issues not resolved by this Settlement Agreement
(PAS 106/87 and rate design) shall continue to be litigated on
the schedule established by the IUS, -

ARTICLE XIT

Exmcution
To facilitate and expedite execution, this Settlement
Agreement has been executed by the signatories in multiple
conformed copies which, when the original signature pages are

consolidated into a single document, shall constitute a fully-

executed document binding upon all the signatories to be filed

with the IUB.




Attachmeant 1E

Page 1 of 1
Icwa-Illinels Gas & Elec. Company
Docket No. RPU-92-3
Revenue Requirement
Electric Operations
Line '
No. Description Amount
(a) (b)
1 Rata Basa $435,4659,240
2 Rate of Return 9,669%
3 Allowed Return $42,107,021
4 Adjusted Test Year Income $16,161,753
§ additional Income Required $5,945,268
& Income Tax Effect $4,082,170
7 Revenue Deficiency/(Excess) $10,027,438
8 Adjusted Test Year Revenue 8201,549,194
8 Revenue Regquirement $211,576,632

* Not all numbers may compute

et

s s e e

due to computer rounding.
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Attaclment 2E
lown-11tinois Gae & Elec. Company Page 1 of 1
Dacket No. RPU-92-5
Average Rate Base
Electric Operations
{ooo’s)
Plant Def. X tnv. Cash Other Avg.
Line In Actum, Het Cust, Cust. Incoms Tax Accun, Work. Fual Pre- Morking Hate
Ko, Description Serv. Depr. Plant Adv. Dep. Taxes Credite Prov. Cap. HES Stocks Paywents Fuxids Base
{n) {b} {c) {d) {e) ) (9} Chy 43 {n k) 143 {n} (n)
lova Juriadictional
1 Per Books 750,787 $249,44B  $501,338 $325 $487  $72,048 $4TY  £4,708 ($10,594) $5,914 57,380 53,434 $102 $430,534
Pro Forma AdJx, .
2 Storm Dsmage 35,192 258,192 36,192
3 PROP 0 [i] : 0
4 Pensions o 0
5 Suclear becomm. 0 ) D 248 248
[ Sale to Intercaast 51 53 (53)
7 Cath Vorking Cap, ‘ 2,121 2,121
a Won-property DIT 1,575 (3,515)
v 0
10
11
12
13
14
15
16 Total Adjs. 6,139 o 6,139 0 c X575 o 0 2,370 ¢ i} q o 4,914
17 Adfusted Rate Eaae $754,928 B240,448 3507,478 $325 $487 875,423 $471  $4,TOB ($8,225) 36,914 37,380 $£3,434 3102 $435,4469
BICOERET ERESLIEN FEARACES =eRETEIE = TRECE DRSEESSESES SRESASSAX ASTINoC D SIS IOl XEXSEESR Fanssass sesssbkds STAEEEaix ascscmsg
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Iowa~1llinois Gas & Elec. Conpany
Docket No. RPU-92-5
Income Statement
Electric Oporations

(ooo’s)
Line Rate Other
Ho. bescription Reverse  Revenue
. (a) (b}
lous Jurisdiction
1 Per Booka $196,4D03 14,378
Pro Forme Adjs.

2 Updated Cust. Level 1,091
3 Terwp. Nornalization 1]
4 Flexible Pricing g
5 Qi fsysten Salcs (304)
[ Gen. Uage Adj.
7 Payrol{ Related Exp,
a Wages--Joint Plants
9 Quad-Cities Jtation

10 Storm Damage

1n Hedical Exp.

12 PEOP

13 Perafon
14 . Prop. Acq. Costs
15 Hank Fees
14 Cust, Dep. [nterest
17 . 1UA bues
18 Chambar Dues
% Rate Cese Exp,
20 Nuclear Decomn.
21 Sale to Intercoast (18)
22 Interest Sync.
23 Prior Tex Adj.
24
25
26
27
L.
29
30 Total Adjs. 87 (18)
n Ad]. Inc. Stetement $197,190 4,360

[ Ty Ty

Total
Revenuss oIy
(c) (d)

$200, 780  $105,513

1,091
0
0
(304)
(1] 1,001
1] r
[ 10
D 2,150
Li] (564)
0 22
0 0
0 ¢
(1] {52)
0 v
a 59
0 (34)
o (&)
] 94
L]
(18)
0
0
]
o
0
I
0
0
T49 3

$201,549 $110,023

FEESEEGE RS ELRL

Pl S

Attachrent 3

Page 1 of 1
Depr. foderal State bef. Inv.

Hot Not and Other Inc. Inc. Inc. Tax Total Net
lsed irsed Amort. TVaxes Tares Taxey Taxas Credits Expenses Incowe
(e) (f) (o (h) (1) (P k) {1} (m) {ny
L 1] $0  $25,128 R14,277 %10,.3%2  $3.BOB %1, 043 (%1,307) $159, 774 $41,004
N " 444 BT

0 0 0 a

0 0 0 o
(3 {31) {124} (180
{304) (102) 593 (59%)
T2 (303 [§1'}) 59 (5%)
(15583 (52) 17 302)
(657) - (219) 1,25 (1,2

174 114 39 {230) 230
(70) (23) 135 €135)

0 0 0 a

LH] L] 0 0

16 s (31} H
9N (1D) 58 156)
0 [} 59 59

10 3 (20} 20

2 1 (£3] 4
(3a) {10) 58 {(58)
&, ThS (1,449 (482) 2,813 (2,411
h {2} (£ }) (1) (85 )] 5)
100 n 133 {1331)
45 61 107 (1073

a 0 L] ]

i} a L] 1]

0 i) i] 1]

4 ] 0 1]

[ o 0 0

0 o 0 0
] 0 4,913 70 (2,195)  {685) 0 0 5,818 (4,854)
0 SO 330,041 SI, 34T 38,196 83,123 91,043 ($1.307) $165,.30T7 35,162
XSLSSexd SEELTIaN SEWMAAUKE BECLIESE SoaxYoili ASHLRRLES SLEKDLESS BEFARMALRS FrL.liack Doxsazcm

g jo |ug sbed
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lown-1llirais Gan & Zlec. Compory
. Pockot No. RPU-92-5 Attachmant 42
cash Werking Capital . Page | of 1
Electric Operationa '
’ Working
Line Per Pro Forma Mjusted Expense  Rev, Lag Exp. Lead Nat Capital
Ne, Description focks Adjustments Total Per Day Days Oays Oays Rreauf rement
(a) (1M (e) (d? (v) () (8) (hy
1 Ccoel $38,306,4%2 o 38,306,412 104,944 37,96 20,20 17.7 31,257,502
2 0l 50 0 ? ¢ e .00 37.5 30
3 Natural Gax s ¢ 0 0 37.90 0.00 37.9 30
é Payroll $18,054,578 1,537,912 19,592,890 53,479 T 10.90 27.0 %,549,337
S Other 0Lt M $50,133,5% 1,972,5%¢ 52,126,184 142,801 37.%0 18.92 19.0 2,710,562
6 Iowa Property Taxes 211,575,573 ] 11,473,873 31,983 37,90 365,07 (327.1) (510,442,029
7 litirofs Prop. Taxes 5350, 944 0 7350,944 : 951 I7.50 418,23 (3&0.3? (8345, 504)
& 5tate Income Taxes 53,308,029 348,578 4,156,607 11,388 37.90 103,62 {85.5) {(ST44, 137
¢ Federsl Income Taxes $10,313,560 2,363,943 12,575,543 34,728 I7.90 A0.08B (22.2) (8770,256)
18 [LL. Invested Cap. Tax $755,726 0 755,726 2,07 Jr.90 %%,z 3.7 37, 540
. 11 Federal Superfund Tax 355,332 o 55,482 ) 'IS3l 37.90 40,08 (22.2) ($3,393)

12 Leong-term Debt Interest %14, 495,780 (327,818) 14,367,962 35,364 37.50 $1.26 (53.4) (%2,100,478)

13 Praferred Stock Dividends $2,357,905 0 2,357,905 &, 460 37.90  45.54 (7.7} {$49,923)
1% 30 4 9 0 0.0 0.00 9.0 30
15 Cash Working capital Requirement (38,472,926}
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